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value should be estimated with par-
ticular consideration to the following
methods:

(i) Reasonable Return on Estimated
Fair Value. For this purpose ‘“fair
value” is defined as the prudent cost of
reproduction less depreciation of only
that portion of the property that is
readily adaptable or capable of com-
petition with alternative properties
which may be available to or con-
structed by the proposed lessees. Items
of equipment and any portions of a
plant that do not directly contribute to
the specific use may be eliminated
from consideration and the rental re-
turn estimated only on items and space
actually adaptable for use in the pro-
posed enterprise. The appraiser is par-
ticularly concerned with any competi-
tive disadvantages or penalties accru-
ing to subject property by comparison
with the alternatives available to pro-
spective users. The rental estimate
should therefore be appropriately
modified with respect to adequate al-
lowances for amortization of necessary
alterations to be made by the lessee.
Other operating disadvantages that
might tend, from the competitive view-
point, to result in increased operating
cost or other penalties that might in
any way be brought forward in negotia-
tions to establish an acceptable rental
price must also be considered.

(i) Ratio of Plant Costs to Productive
Capacity. In many lines of industrial
enterprise, it may be possible to obtain
comparable operating experience ratios
with reference to relation of average
annual real estate costs or plant in-
vestment charges to the gross annual
production. The difficulties of estimat-
ing production levels and obtaining
sufficiently accurate data as to actual
operating experience are fully appre-
ciated. Suggested sources of such infor-
mation are annual statements of pro-
spective lessees and their competitors.
It is believed that this approach to the
appraisal problem is fundamentally
sound, particularly so when there is an
indicated demand for the full capacity
of an industrial plant as originally de-
signed, and that this method will serve
as a reasonable check and balance
against return on ‘“fair value.” It
should also be very helpful as a guide
to the rate of capitalization in the
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“fair value’” approach to the rental
problem.

(iii) Taxes. The appraisal will not be
influenced by the fact that the Govern-
ment is not presently required to pay
taxes on the property.

(iv) Savings. When appropriate, the
estimated savings in maintenance, pro-
tection, repair and restoration, if any,
will be obtained by the Management
and Disposal Branch from the using
service or other competent authority
and furnished to the appraiser prepar-
ing the appraisal report.

() Government Quarters. (1) Rental
schedules for Government quarters fur-
nished to civilian employees will be
supported by written appraisal reports
reflecting adequate coverage of the fol-
lowing items:

(i) Construction Details. Physical de-
scription of quarters will include the
general grade of construction work,
materials and decorations, number of
rooms, floor space, porches, garages,
general appearance and condition.

(ii) Equipment and Accessories:

Refrigeration
Cooking facilities
Kitchen cabinets
Closet space
Built-in conveniences
Screening
Elevators
Telephone service
Utilities
Plumbing
(iii) Furniture and Furnishings.
(iv) Site Conditions:

Lot size

Lot size per living unit

Access (street and road frontage)

Restrictions

Land improvements (walks, driveways,
shrubbery, lawns, topography, etc.)

Hazards and/or amenities

(v) Neighborhood Development and
Data:

Local zoning regulation

Public transportation

Schools

Shopping facilities
Recreational facilities

Supply and demand for housing
Population statistics

General trends

(vi) Comparable Rental Data. Data will
include results of a comprehensive sur-
vey of current rental rates applicable

137



§644.46

to the most similar privately-owned
housing in the nearest competitive or
comparable neighborhood or commu-
nity. Typical rental rates will be com-
piled, analyzed and tabulated, and sub-
ject properties identified and described
in the same manner as prescribed
above for Government quarters. The
appraisal report should include a vicin-
ity map showing location of rental
units listed for comparison in relation
to the location of the quarters being
appraised.

(vii) Comparative Relationships. The
appraisal report will include a discus-
sion of relative merits of Government
quarters by comparison with private
housing units. Rental rates of housing
controlled by governmental agencies or
subsidized by private industry will not
be used as a basis for comparison.

(viii) Correlation of Rental Units. A
discussion of basic reasoning support-
ing the final rental value unit for each
distinctive rental bracket is impera-
tive.

(ix) Photographs. Photographs of typi-
cal views of the quarters appraised and
typical private housing units cited as
comparable rentals will be included in
each report.

(X) Appraisal Certificate. Rental ap-
praisal reports will not be considered
acceptable without appropriate certifi-
cation substantially in accordance
with: ““I certify that the above rental
values represent my unbiased opinion
of the present fair market rental value
of the quarters described. | am not now
a tenant residing in such quarters nor
do | have any intention of becoming a
tenant therein.”

(2) Reappraisals of rental quarters
are required every fifth year subse-
quent to previous appraisal. Rental
rates will be adjusted annually between
appraisals by application of the
Consumer Price Index (CPI) main-
tained by the Bureau of Labor Statis-
tics, Department of Labor, and as fur-
ther required in accordance with
Transmittal Memorandum No. 2, OMB
Circular A-45, revised October 30, 1974.

§644.46 Easements.

(a) Definition. An easement is a prop-
erty right of specified use and enjoy-
ment falling short of fee ownership. It
follows that the value of an easement

32 CFR Ch. V (7-1-97 Edition)

is less than the market value of fee
title to the same portion of property
(exclusive of severance damages to re-
sidual portions).

(b) Measure of Value. The measure of
compensation for an easement is the
amount by which market value of the
ownership is diminished by the imposi-
tion of the easement. This should be
developed by use of the ‘“‘before’” and
‘“‘after’” method of appraisal, the dif-
ference being the value of the taking.

(c) Flowage Easements. (1) The ap-
praisal of flowage easements will not
be undertaken until flood frequency
surveys have been completed and ap-
proved by proper authority. The flood
frequency data will be made available
to the appraisers with the definite un-
derstanding that it is to be accepted as
one of the controlling factors in esti-
mating the market value of the ease-
ments. The appraiser’s certificate
should be qualified to include the as-
sumption that the frequency data is
correct and that he has no responsibil-
ity therefore.

(2) The market value of fee simple
title to each property over which a
flowage easement is required will first
be appraised in the usual manner. This
estimate will be followed by appraisal
of the market value of the property
after imposition of the easement. The
market value of the easement is then
computed on the basis of the amount
the market value of fee title is reduced
by imposition of the easement. The ap-
praiser will give full consideration to
all factors having a bearing on the re-
duction in value of the parcel on which
the easement is to be imposed. Each
appraisal report will include complete
information as to estimated flood fre-
quency pertaining to each parcel ap-
praised.

(3) The appraiser’s major problem in
appraising tracts having considerable
value is the development of his value
estimate after the imposition of the
easement. The market data approach
to value is limited in this phase of the
appraisal to index sales of land reflect-
ing the ‘“‘use adaptability’’ of lands to a
less profitable purpose. Typical of such
change in highest and best use are the
conversion of row crop land and or-
chard land to pasture and forestry.
Likewise, the cost approach to value is
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